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SUBJECT: INQUIRY ON PROPOSED CHANGE IN FOREIGN TAX CREDIT 
COMPUTATION 

FOR PASCOE 

APPRECIATE MEMORANDUM ON YOUR COURTESY CALL TO CARLOS TFJ.T.O. 

TELLO'S REFERENCE TO US RESCINDING CREDIT ON INCOME FROM 
CERTAIN TYPES OF FOREIGN INVESTMENTS PROBABLY REFERS TO A 
PROVISISON OF H.R. Z17488 A BILL APPROVED BY THE WAYS AND MEANS 
COMMITTEE IN NOVEMBER 1974 BUT NOT ENACTED BY THE HOUSE BEFORE 
CONGRESS ADJOURNED. IT HAS NOT YET BEEN INTRODUCED IN THE NEW 
CONGRESS. 

THERE WERE MANY PROVISIONS CONCERNING FOREIGN INCOME IN 
THAT BILL INCLUDING THE REPEAL OF US WITHHOLDING ON INTEREST 
PAID TO NONRESIDENT PORTFOLIO INVESTORS, ELIMINATION OF THE 
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AND A LIMITATION ON THE USE OF EXCESS CREDITS BY OIL COMPANIES. 

ONE OF THE PROVISIONS WOULD HAVE REPEALED THE SPECIAL FOREIGN 
TAX CREDIT COMPUTATION ON DIVIDENDS FROM SUBSIIDIARY CORPORATIONS 
IN DEVELOPING COUNTRIES. NOW, WHEN A US CORPORATION RECEIVES A 
DIVIDEND FROM A FOREIGN SUBSIDIARY (10 PERCENT OR MORE OWNERSHIP) 

IT MAY CLAIM A FOREIGN TAX CREDIT FOR A PORTION OF THE UNDERLYING 
PROFITS TAX ON THE SUBSIDIARY. WHEN THE DIVIDEND IS FROM A 
DEVELOPED COUNTRY CORPORATION A PRO-RATA PHASE OF THE UNDERLYING 
TAX IS ADDED TO THE DIVIDEND AND THEN ALLOWED AS A CREDIT. 

BUT WHEN THE DIVIDEND IS FROM A DEVELOPING COUNTRY SUBSIDIARY 
THAT PORTION OF UNDERLYING TAX IS NOT ADDED TO THE DIVIDEND 
IN COMPUTING TAXABLE INCOME. THE RESULT IS A LOWER US TAX 
ON DIVIDENDS FROM SUBSIDIARIES IN DEVELOPING COUNTRIES WHENEVER 
THE US CORPORATE TAX IS HIGHER THAN THE FOREIGN TAX. FOR EXAMPLE, 

ASSUME DEVELOPED COUNTRY A AND DEVELOPING COUNTRY B BOTH HAVE 
A 40 PERCENT CORPORATE TAX AND THAT A WHOLLY OWNED US SUBSIDIARY 
DISTRIBUTES ALL AFTER-TAX PROFITS TO THE US PARENT CORPORATION. 

THE US TAX IS AS FOLLOWS: 

COUNTRY A COUNTRY B 
(DEVELOPED) (DEVELOPING) 

1. CORPORATE PROFIT 100 100 

2. PROFITS TAX 40 40 

3. AFTER TAX PROFIT 60 60 

4. DIVIDEND TO US CORPORATION 60 60 

5. TAXABLE INCOME IN US 100 100 

6. US TAX (48 PERCENT) 48 28.8 

7. FOREIGN TAX CREDIT (40 PERCENT 

LINE 5) 40 24 

8. NET US TAX 8 4.8 

9. AFTER TAX DIVIDEND 52 55.2 

10. EFFECTIVE TAX RATE (LINE 1 - 

LINE 9) 48 44.8 

THE WAYS AND MEANS PROPOSAL WOULD HAVE MADE THE COUNTRY 
B COMPUTATION THE SAME AS FOR COUNTRY A. KISSINGER 
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